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JUNE 30, 1984 









Arthur Andersen-& Co. 


Five Penn Center Plaza 
Philadelphia, Pennsylvania 19103 
(315) 341-7300 

December 10, 1984 


Board of Directors 

Commodore International Limited 

1200 Wilson Drive 

West Chester, Pennsylvania 19380 

Gentlemen: 


The accompanying memorandum includes suggestions for 
improvement of accounting procedures and internal accounting 
control measures that came to our attention as a result of our 
examination of the consolidated financial statements of 
Commodore Business Machines, Inc. and subsidiaries for the year 
ended June 30, 1984. The matters discussed herein were 
considered by us during our examination, and they do not modify 
the opinion expressed in our auditors' report dated 
August 3, 1984 on such financial statements. 

In accordance with generally accepted auditing 
standards, we performed a study and evaluation of existing 
internal accounting controls for the purpose of providing a 
basis for reliance thereon in determining the nature, timing and 
extent of the audit tests applied in connection with our 
examination of the Company's 1984 financial statements. While 
certain matters that came to our attention during the study are 
presented in the accompanying memorandum for the consideration 
of management, the study was not designed for the purpose of 
making detailed recommendations and would not necessarily 
disclose all weaknesses in the existing system. 

The accompanying memorandum also includes comments and 
suggestions with respect to other financial, and administrative 
matters that came to our attention during the course of our 
examination of the financial statements. These matters are 
offered as constructive suggestions for the consideration of 
management as part of the ongoing process of modifying and 
improving accounting control and other financial and 
administrative practices and procedures. 

Very truly yours, 






COMMODORE BUSINESS MACHINES, INC. 


PREFACE 


This memorandum covers both the Systems Division and 
the Semiconductor Division. 

The comments and suggestions have been grouped by 
division and by cycle. Cycles include the following: 

. Financial Reporting - General ledger posting, journal entry 
preparation, consolidation, record control, etc. 

. Revenue - Credit granting, order entry, delivery and 

shipping, billing, accounts receivable, cash receipts, 
etc. 

. Conversion - Cost accounting, manufacturing control, 
inventory management, property accounting, etc. 

. Treasury - Cash management, interest, debt management, 
equity transactions, etc. 

. Purchasing - Purchasing, vendor selection, receiving, cash 
disbursement, account distributions, prepayments/a.ccruals, 
etc. 

. Payroll - Payroll accounting and disbursement, labor, 
attendance reporting, etc. 
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SYSTEMS DIVISION 

. The Internal Auditors should perform a review of the Data 
Processing Department on a regular basis. 

. The Company should adopt a more comprehensive disaster 
recovery plan for its data processing facilities. 

* . Password controls over data processing should be enforced 

and changed periodically. 

. An ’’in-house" user support group could be established to 
improve documentation and communication of internally 
developed Commodore microcomputer applications. 

. A formal policy should be developed and maintained regarding 
the acceptance of returns under "Blanket" Return 
Authorizations. 

. Returned inventory should be matched with the original sales 
invoice. 

* . The co-op and market development fund accruals should be 

based upon actual allowances given. 

. The co-op detail should be reviewed for accuracy and 
approval of overpayments by management personnel. 

. The Company should continue to improve its timely 
reconciliations of high volume/past due accounts. 

. Causes of book-to-physical adjustments should be identified 
on a timely basis. 

. The Company should continue to improve its controls over 
in-house inventory transfers. 


Comments and suggestions identified with an asterisk (*) are 
those that were made in the prior year's memorandum and are 
repeated since similar situations existed during our recent 
examination, although possibly to a different degree. Also, 
during fiscal 1984, the Company implemented most of the prior- 
year recommendations and these are not included in the current- 
year report. 
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. Proper cash management/control procedures should be adopted 
and enforced. 

. The Company should develop, distribute and maintain a formal 
policies and procedures manual for expenditures and 
payroll processing. 

. Long-outstanding payable items should be evaluated on a 

timely basis, and debit balances, when material, should be 
reclassified to receivables and stated at net realizable 
value. 

. A control log of payroll check numbers should be maintained 
and compared against checks prepared. 

. All unclaimed payroll checks should be forwarded to the 
Internal Audit Department for adequate disposition. 

. A summary of payroll registers should be maintained and 
regularly reconciled to the general ledger. 

. All Personnel Status Change Reports should be prenumbered 
and controlled to ensure that all required changes are 
made. 

SEMICONDUCTOR DIVISION 

. Intercompany charges should be booked at the Group level. 

. Procedures should be implemented to assign invoice numbers 
to intercompany sales to Hong Kong. 

. The Company should require timely notification and return of 
all defective products shipped to Hong Kong. 

. Inventory count sheets should be maintained until the 
physical inventory compilation is completed. 
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. Perpetual records of Hong Kong purchased components on hand 
should be maintained. 

. Cash accounts should be reconciled and reviewed on a regular 
basis. 

. Adequate segregation of duties should be implemented in the 
Expenditures area. 

. Documentation related to purchases and other expenditures 
should be complete before checks are prepared. 

. The Company should record all transactions on a timely basis 
and reconcile Accounts Payable detail to the general 
ledger monthly. 
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Our software backup and recovery 
procedure encompasses copies of files 
in a fireproof safe at the other end of 
the building and offsite storage. We 
believe these plans are adequate. 
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submitted, but never processed, on a timely basis via review 

resulting in incorrect amounts being was-is reports and subsequent 
paid to employees. payroll registers. 
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booking these charges, and as a 
result, at June 30, 1984, 
Semiconductor has an intercompa 
balance with itself of $122,000 
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The cost of maintaining the above 
should be weighed against the value 
the goods to be returned. Industry 
acceptance levels of defective goods 
range from 1# to 2 % of units shipped 
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